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IN THE 

UNITED STATES PATENT AND TRADEMARK OFFICE 

Inventor(s): Robert E. Sutton Examiner: 
Application No.: 09/896,705 Group Art Unit: 2161 

Filing Date: June 29, 2001 

Title: METHOD FOR PROVIDING FINANCIAL AND RISK MANAGEMENT 



Affidavit of Robert E. Sutton 
Under 37 CFR 1.132 Relating to Public Use, On Sale and Experimental Use 

Assistant Commissioner for Patents 
Washington, D.C. 20231 

Dear Sir: 

I, Robert E. Sutton, hereby depose and state: 

1 . I am the named inventor in the above-identified application and that I have 
reviewed the specification and claims of the above-identified application, 
including claim 22 that is being submitted concurrently herewith in a 
Preliminary Amendment; 

2. That I am the CEO/Chairman of Centrix Financial, LLC, the exclusive 
licensee of the invention disclosed in the above-identified application; 

3. That in an effort to determine the feasibility of the operation of certain aspects 
of the invention set forth in claim 22 of the above-identified application, it 
was necessary to enter into certain agreements attached hereto as Exhibit A 
and B to test the invention; 

4. That Exhibit A constitutes a Strategic Alliance Agreement that was 
established between Centrix Financial, LLC and CU Leasing Corporation; 

5. That CU Leasing Corporation is part of the Credit Union League, which is an 
entity that provides services to credit unions within a regional area, typically a 
state; 

6. That CU Leasing Corporation services credit unions in the Colorado area; 
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7. That the Strategic Alliance Agreement entered into between Centrix Financial, 
LLC and CU Leasing Corporation was to establish an association with CU 
Leasing to have access to credit unions to test certain aspects of the invention 
in claims 22; 

8. That as a result of entering into the Strategic Alliance Agreement with CU 
Leasing, Centrix Financial, LLC was able to enter into beta tests with the 
financial institutions identified in Exhibit C ; 

9. That Exhibit C indicates that the total number of loans made prior to June 29, 
1999, the critical date, was 392 loans; 

10. That, under my direction, an Agency Agreement was entered into with 
Lyndon Property Insurance Company and Centrix Financial, LLC regarding 
an exclusive relationship between the parties for providing default insurance, 
a copy of which is attached hereto as Exhibit B ; 

1 1 . That the Agency Agreement of Exhibit B has an effective date of August 1 , 
1998 and was effective for two years, terminating on July 31, 2000; 

12. That Section 3(b) of the Agency Agreement indicates that for the first 12 
months following the effective date of August 1, 1998 the premiums 
processed by Lyndon shall not be more than $3,000,000; 

13. That Section 3(b) also indicates that the Agency Agreement may be 
terminated if the premiums exceed the $3,000,000 cap; 

14. That this cap on premiums was intended to limit, to a small number, the 
policies that would be issued from August 1, 1998 until July 1, 1999 so that 
the principles of operation of certain aspects of the invention set forth in claim 
22 could be tested; 

15. That these limits were mutually agreed to by Lyndon Property Insurance 
Company and me, as CEO/Chairman of Centrix Financial, LLC since both 
companies were unsure if certain principles of the invention, set forth in claim 
22, were sound; 

16. That I was personally aware of numerous companies that attempted to 
establish a sub-prime lending program that did not work; 

1 7. That there was a high degree of risk in making the process, set forth in claim 
22, work; 
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18. That in March 1999, a report was issued by the FDIC entitled, "Interagency 
Guidance on Sub-Prime Lending" that identified serious concerns regarding 
bank involvement in sub-prime lending, as disclosed in Exhibit D . 

19. That the FDIC report, that is referenced in Exhibit D , provides a warning to 
financial institutions that there is a substantial risk associated with sub-prime 
lending. In particular, the FDIC report states that, "Institutions that engage in 
sub-prime lending . . . should have board-approved policies and procedures, as 
well as internal controls that identify, measure, monitor, and control additional 
risks" of sub-prime lending. The FDIC report also states that institutions 
engaging in sub-prime lending should have "systems in place commensurate 
with their level of risk." Further, the FDIC report found that many sub-prime 
lenders leave the market due to "turmoil in the equity and asset-backed 
securities market" and "poorly structured sub-prime lending programs;" 

20. That, as the named inventor in the above-identified application, I was aware of 
the high degree of risk in establishing a sub-prime lending program and 
developing a program that managed the risk of making vehicle loans to credit 
impaired borrowers, as set forth in claim 22 of the above-identified 
application; 

21 . That, to the best of my knowledge, a program that used default insurance, as 
disclosed in the above-identified application, had not ever been used before to 
insure lenders against losses for defaults on loans made to credit impaired 
borrowers on a loan-by-loan basis; 

22. That I did not know if the process, set forth in claim 22, of insuring lenders 
and establishing a financial service provider organization that performs all the 
processes of qualifying credit impaired borrowers, locating financial 
institutions desiring to make vehicle loans to credit impaired borrowers, 
placing vehicle loans with financial institutions on a loan-by-loan basis, 
servicing such loans, obtaining non-revocable default insurance policies on 
such loans, asserting insurance claims against the insurance company in the 
event of default, and disbursing insurance claim proceeds to financial 
institutions, was a process that could work and would work such that the 
number of defaults were sufficiently low to have an operable system; 

23. That I understood at the time of filing of the application that a majority of the 
defaults on vehicle loans occur in the second year of the loan; 

24. That I intentionally and mutually agreed to the cap on the number of insurance 
policies in the Agency Agreement with Lyndon Insurance Company because I 
realized that the basic concepts of the invention set forth in claim 22 must be 
tested over a period of one to two years; 
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25. That due to federal regulations that apply to financial institutions, formal 
signed agreements must be established to conduct the processes set forth in 
claims 22, and as a result, actual sales must be made to test the processes set 
forth in claim 22; 

26. That experimentation must be conducted with actual loans in order to assess 
risk and determine whether the process set forth in claim 22 can and will 
operate; 

27. That an extended experimentation period is required due to the fact that the 
risk associated with a portfolio of loans to credit impaired borrowers cannot 
be evaluated without a significant number of loans in the portfolio and an 
extended period of time within which to assess payment, delinquency and 
default patterns, i.e., a one to two-year period; 

28. That at a very minimum, the amount of time to assess a portfolio is at least 
one-year and preferably two years; 

29. That an assessment could not be made until after June 29, 1999, which was 
less than one year from the time that experimentation first started on the 
processes set forth in claim 22, to even determine if the processes set forth in 
claim 22 could work and would be successful; 

30. That Centrix, under my direction, conducted extensive experimentation to 
determine the feasibility of the process set forth in claim 22 as a result of the 
previous failures of numerous organizations who had tried to generate a 
system for lending to credit impaired borrowers; 

3 1 . That Centrix, under my direction, and Lyndon Insurance Company, were 
continuously evaluating default rates prior to and after June 29, 1999 to 
determine if the process set forth in claim 22 could operate and would be 
successful; 

32. That the process set forth in claim 22 was modified by me in response to the 
results obtained from the initial tests prior to June 29, 1999; 

33. That Exhibit E is a memorandum dated December 15, 1998 from me to Chris 
Olson, the Senior Vice President of the Bank of Alameda, which was one of 
the beta test sites of the invention set forth in claim 22, indicating that 
modifications of the process set forth in claim 22 were being made; 

34. That further changes were made, after the memorandum to Chris Olson dated 
December 15, 1988, to eliminate the 10% figure in paragraph two of the 
memorandum as a result of further test results obtained, during the testing 
period prior to June 29, 1999; 
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35. That Exhibit F is entitled, "Centrix Portfolio Statistics and Financials as of 
12/31/02;" 

36. That Exhibit F indicates that 25 loans were placed during 1998; 

37. That Exhibit F indicates that 1,929 loans were placed during 1999; 

38. That comparing Exhibit C to Exhibit F , 392 loans were placed between 
January 1, 1999 and June 29, 1999; 

39. That 1,537 loans were placed between June 30, 1999 and December 31, 1999; 

40. That a total of 417 loans were placed prior to June 29, 1999 and that these 
loans were placed to determine the feasibility of the process set forth in claim 
22; 

41 . That I discussed the gap insurance policy with Roland Anderson, President of 
Lyndon Insurance Company, prior to entering into the Agency Agreement 
with Lyndon Insurance Company; 

42. That it was agreed with Mr. Roland Anderson that the purpose for entering 
into the Agency Agreement was to determine if the concept of using default 
insurance (GAP insurance) to cover losses of financial institutions as a result 
of defaults on vehicle loans would even work; 

43. That it was agreed that the first year of operation under the Agency 
Agreement, which ended on August 1, 1999, was for the purpose of testing 
these concepts and not to make a profit; 

44. That prior to August 1, 1999 I was primarily interested in determining 
whether the inventive concepts of using gap insurance to cover loan defaults 
would even work, i.e., whether the number of defaults were sufficiently low 
that an operable system could be put in place and work in an ongoing basis 
and that any profit made prior to August 1, 1999 would be incidental to the 
primary objective of testing the process of the inventive concepts; 

45. That Exhibit G is the meeting notes of a meeting that took place on April 6, 
2000 at 1 1 :00 a.m. at the Mountain Bell Credit Union; 

46. That Exhibit G indicates that Mountain Bell Credit Union was a beta test site 
for testing the delinquency procedures; 

47. That Exhibit G indicates that the beta test lasted from six months to one year 
starting on June 30, 2000; 
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48. That Exhibit G is a clear indication that the processes set forth in claim 22 
were still being tested as of June 30, 2000; 

49. That Exhibit G indicates that Centrix Financial would buy back loans from the 
financial institutions if the ratio of delinquent loans reaches 1.5% of the loan 
balances. 

50. That Exhibit H is a memorandum from Robert E. Sutton to Gary Adkins of 
the Mountain Bell Credit Union dated July 13, 2001; 

5 1 . That Exhibit H reviews the beta testing performed with Mountain Bell Credit 
Union with respect to features of the gap insurance that are set forth in claim 
22 of the above-identified application; 

52. Exhibit H indicates that the processes put in place for the beta test with 
Mountain Bell Credit Union were not optimal; 

53. That Exhibit H states, "[HJowever, based on feedback from Mountain Bell 
and from our own assessment of the beta test, it is clear that the two 
procedures that were tested were not the optimal method to achieve the goal;" 

54. That Exhibit H further states that, "[W]e appreciate Mountain Bell's past 
assistance in designing and testing our new procedures;" 

55. That Exhibit H indicates that a revised method of providing GAP insurance 
and payment of premiums based upon the failure of the beta test with 
Mountain Bell was adopted; 

56. That Exhibit H clearly indicates that the processes for carrying out the 
invention, as set forth in claim 22, were being tested and were required to be 
modified as of July 13, 2001; 

57. That the inventive concepts of claims 24-29 were not ready for patenting prior 
to June 29, 1999 and were not in public use or on-sale prior to June 29, 1999; 

58. That, under my direction, the staff of Centrix Financial prepared records 
relating to delinquencies, defaults and other data that I reviewed on a weekly 
basis prior to the critical date and that these records were provided to the 
financial institutions and to Lyndon Property Insurance Company; and 
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59. That I periodically met with Roland Anderson and Howard Klemmer to 
discuss test results, usually on a monthly basis, both before and after the 
critical date. 



That the above facts, to the best of my knowledge, are true 




Robert Sutton 

STATE OF COLORADO ) 

) ss. 

COUNTY OF DENVER ) 

Subscribed and sworn before me this jO day of ViP^A 2003, by 
Robert E. Sutton. ~ ' 




Notary Public . 

Ml commission expires: M £5°/]l™ lsslon Ex P'res 



, ' (SEAL) 
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STRATEGIC ALLIANCE AGREEMENT 

This Agreement is made this -g day of _ /f*t by and between 

Centrix Financial LLC, a Colorad^Hatted liability company ("Centrix"), and CU Leasing 
Corporation, a Colorado corporation ("CU Leasing"). 

RECITALS 

A. Centrix has developed a program for financial in stituti ons blown as the Portfolio 
Manager Program ("PMP"). Cenxrix's PMP is offered to credit unions pursuant to an agreement 
witkCTLcaaing Corporation, Arvada, Colorado (XU Leasing"). Loans are insured so that the 
financial institutions 7 risk of loss will be reduced in the event of default by the purchaser of the 
automobile. 

i 

B. CU Leasing provides financial, administrative, and nyrc krti ng services products to 
its crefit union clients throughout Colorado. Its services include, but are not limited to, various 
financial products from selected venders including fitwy ^ pr ngrjim*, arimfog mrtrve support- 
and accounting programs and marketing services. 

C Centrix desirte to make avails 
acquire access to PMP &r the benefit of its clients. 

NO W THEREFORE, in consideration of the above recitals and the mutual provisions herein 
contained and other valuable consideration, the receipt and sufficiency of which is hereby 
acknowledged, the parties hereto agree as follows; 

1^ DggftfofoB Of PMP« Ceotrix's PMP is designed to provide for the origination, 
underwriting, management and insurance of high yield automobile loans to persons with impaired 
or sub-prime credit Centrix has also formed and is continuing to develop relationships with 
automobile dealers as a source of such loans. It has compiled policies and procedures in connection 
with credit approval for such loans and has aannged to insurance wMAwiU provide a lender with 
substantial reduction of risk in the event of default by the purchaser of the automobile. ThePMP 
includes an insurance policy, credit guidelines, systems and procedures and a sample fhnding 
package. Lender understands that it must enter into separate dealer agreement for each automobile 
dealer wishing to participate in the PMP that has not previously executed a dealer agreement with 
CU Leasing, 

2. Ptf]W9fCfflSjx. 

2.1 During the tenn of this Agreement, Centrix shall market the PMP to Colorado 
credit unions exclusively through CU T rasing whether or not such credit unions are clients of CU 
Leasing. Ccnfxix shall enter into agreements relating to or in connection with the PMP with 
Colorado credit unions during the term of this Agreement only through CU Leasing. 

22 Centrix wiUcoordmatewithandassis^ 
to clients of CU Leasing. Such services will include setting up systems, procedures and underwriting 
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gm'delines; training automobile dealers on the PMP lystem; processing and pre-aualifyiag loans; 
managin g service and collection f loans if aaaegMry «^ rrrvHfng for *e»frfT rrfflmtr 

default on a ioan-by-Ioan basis as set forth in the PMP. The PMP constitutes tte following Exhibits: 

Exhibit A: Summary of the PMP System 
Exhibit B: PMP Systems and Procedures 
Exhibit C: Flow Charts 

1) Auto Acquisition and Funding 

2) Servicing and Collection (Post Closing) 

3) Default and Collection 
Exhibit D: Underwriting Guidelines 

1) Summary 

2) Credit Standards 
Exhibit E; Insurance Policy and S&P Rating 
Exhibit F: Credit Union Contract 

Exhib it 0 Servicing and Collection Summary and Contract 

Exhibit H Pricing for Servicing and Collections • 

Exhibit I; Dealer ?&L Analysis 

Exhibit J: TiaasaclioaDistribTnion Analysis 

Exhibit K; Dealer Package 

Exhibit L; Auto Loan Closing Package (Example) 

3. Duties of GUT^jfay 

. . 3.1 During the term of this Agreement, CULeas&igwM not niaz^ 
refer its chems or customers to any entity or organization that provides for sub-prime or non-prime 
automobile leans other man Centtix 

3.2 CU Leasing will provide its clients and customers who have become 
parttcmaasmme PMP -with ongoing affliffflmrr, advice and support regarding compliance with and 
unplemeniation of the PMP and will refer questions and issues to Cantrix as needed. 

3.3 CU Leasing will market and advocate the PMP to automobile dealers with 
whom it has a relationship. 

3.4 CU Leasing will recommend and endorse me PMP to other credit unions 
outside CU Leasing's sphere of influence and will r^vidette serves* form m mis 

to such credit unions even through they are outside CU Leasing^ traditional territory. 

4, Cempen ration. CU Leasing shall be entitled to SISOibr each loan closed pursuant 
to the PMP by its clients. In addition, CU Leasing shall be entitled to S50 per loan made by each 
credit union which is not a client or member and is outside CU Leasing' s traditional territory 
(provided the automobile purchaser makes the first payment under such loan). 

j- Im- Tie term of this Agreement shall be two years and shall be renewed 
automatically for additional ne-year terms unless either party gives notice to theother party at least 
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thirty days prior to the cad of the initial tern or any renewal term that such party does not wish to 
renew this Agreement Either party may frmiwi*« ^5 Agreement upon not less thirty days 1 
writtm notice to the other partying 

party's fraud, misreprese nta ti o n or breach of fiduciary ctay in carrying out its obligations hereunder, 
upon 120 days' written notiqe to the other party. 

6. Covenant of Cooperation Centrix mJ gTJ T^T, g tW +h*y ndll 

with each other with a view toward improving and m*totij\£ fhc PMP* Such cooperation shall 
include, but not be limited to, developing and mnh*ntfag m*fa4\ n g materials, improving sales 
support systems for credit unions and participating jointly in seminars, presentations and marketing 
and sales Calls. 

7. Nm^Cgggmvg^^jj a ^tTmm^^ a ^ ^^ntTi^ ffhrTT nrf tf in—fly 
or indirectly, solidt participation in or market the PMP to credit unions who are clients of CU 
Tea rin g without the wrioeri consent of CU Leasing, winch consrot will not be unreasonably 
withheld. However, should a client credit union of CU Ti^m^ wish to continue with the PMP, it 
may do so provided that Cectrix pays to CU Leasing 50% of the <»mpensatioa set forth in Section 
4« Furthermore, Centrix may make available the PMP to such credit unions which t rfai Trt* contact 
with it provided that Centrix pays to CU Leasing 50% of the compensation set forth in Section 4. 
Nothing confaiiiM in this paragraph fWwn mmfastinft 
the PMP after termination to credit unions baaed outside of Colorado.' 

8. Miscellaneous. 

* 8.1 HaSSS- All notice* teqnjr^ r»r pgrrnrttrd h*mmrftT ahffll in writing and 
shall be deemed given upon hand delivery (which in c lu d e hand delivery by private courier) or 
three business days after deposit in the United Stales mail with postage prepaid, registered or 
certified, and return receipt requested to the parties at their respective addresses set forth below (or 
as changed by giving notice to the other party). 

&2 This Agreement shall be construed and enforced in accordance with the laws 
of the State of Colorado. 

8.3 Thfo ^ ffmmrft+jtf exifltmn* e ntii e agreement of the parties and not be 
modified except by written amendment signed by bo4 In the event of the invalidity 
or unenforceability of any provision^ the m 

effect 

8.4 This Agreement may not be assigned by Centrix or CU Leasing, in whole or 
in part, without the prior written consent of the other party. 

8.5 The failure of either Centrix or CU Leasing to enforce at any time any 
provision of this Agre em ent or to exercise any right herein provided shall not in any way be 
construed to be a waiver of such provision or ri^ar^shaflnotinarry wayafltothevatic^ of this 
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Agreement or aay part hereof or limit, prevent or impair the right of either Centrix or CU T-***ing 
to subsequently «nforc« suck provision or exercise such right 

_ 8-6 Nothing contained in this Agreement shall be deemed to create any 
partnership, joint venture, or relationship of principal and agent or master and servant between 
Cealtnc,CU Leasing or any credit union, or any affiliates or subsidiaries thereof; or to provide either 
parry -with the right, power or authority, whether express or implied, to create any such duty or 
obligation on behalf of die other patty. 

8.7 In the event of any dispute between Centrix and CU Leasing mis 
Agre em ent. Centrix and CU losing agree to submit the dispute to binding arbitration in Denver, 
Colorado. Sucharbh^oashaUbegoveraedby fla~V >jk JjlHCC 
withthe Commercial ArbrtrationRuIcs of the America 

that the Colorado Rules of Civil Procedure and the Colorado Rales of Evidence shall be applicable 
foany such arbitration proceeding. The parties shall each bear its own attorney fees, costs and 
expenses, and an equal share of the arbiter's and administrative fees of arbitration. 

8.8 The individuals ^^TTfnj this Agreement on behalf of Cemrix and CU 
T , f!grcTTTg do hereby represent and warrant that they are duly authorized by all necessary action to 
execute this Agreement on behalf of their respective principals 

9. Loan Application Pmcgrh™^ 

9.1 Centrix will coordinate with and forward to CU Leasing all auto loan 
ap plic at io ns received by Centrix from any dealer where fimdingby a Colorado based credit union 
is sought by a credit union member* 

9 .2 CU Leasing will review each ban application received by CU Leasing, either 
fiom Centrix or from other dealers, for the purpose of determining whether a loan application meets 
lending criteria es t a bli shed by CU Leasing for prime rated man Tngn* Any loan applications which 
CU Leasing dete rmine s to be sub-prime or non-prime will be returned or forwarded to Cemrix for 
underwriting pursuant to the PMF« 

9J Centrix wiU process each appKc^ 
Leasing pursuant to the FMP and the Stsndanil^an Placement Agreement entered 
and each participating credit union. 

94 ^ Upon approval of a loan application by Centrix, Centrix shall prepare and 
deliver to the respective credit anion a completely processed loan pagfcigfe pwaiaai to thu ^mriar H 
Loan Placement Agreement and the requirements of the PMP. 

9,5 On or before the 10th day of each month, Centrix pr cpaic and deliver 
to CU Leasing a report setting forth ^ 

the total number of loans fimded by such credit union during the previous month. Any compensation 
due to CU Leasing shall be remitted to CU Leasing by Cenlrix in connection with delivery of each 
monthly report 
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IN WITNESS WHERfiQg, ri*. r^^-p^i ^m^< Ag p.*-*^ «h» ^ 
above vaxttsa. 



CBNTKDC FINANCIAL LLC 



CU LEASING CORPORATION 




Altzu 




Attn: 



Address Address 
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Total Loan Amount: 
Number of Loans: 



$29,524.53 
2 



Total Loan Amount: 
Number of Loans: 



$1,229,332.91 
101 
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Total Loan Amount: 
Number of Loans: 



$25,396.75 
2 



Total Loan Amount: 
Number of Loans: 



$70,200.86 
5 



wmmuaam 

Total Loan Amount: 
Number of Loans: 



$10,831.14 
1 
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Total Loan Amount: 
Number of Loans: 



$103,242.24 
11 



Total Loan Amount: 
Number of Loans: 



$782,675.93 
66 



Total Loan Amount: 
Number of Loans: 



$22,314.01 
1 
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Total Loan Amount: 
Number of Loans: 



$84,821.83 
7 



Total Loan Amount: 
Number of Loans: 



$15,311.06 
1 



Total Loan Amount: 
Number of Loans: 



$2,496,123.65 
195 



REPORT TOTALS 

Total Loan Amount: $4,869,774.91 
Number of Loans: 392 
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Centrix Financial Memorandum 
Regarding FDIC Subprime Lending Guidance 
Of March 1999 and January 2001 

In a March 1999 report titled "Interagency Guidance on Subprime Lending," the FDIC identified several 
serious concerns regarding bank involvement in subprime lending. These concerns relate primarily to the 
cost and risk of designing, operating, staffing and monitoring profitable subprime lending systems. 
Expanded guidance was provided in a letter issued on January 31, 2001. 

Centrix Financial ("Centrix"), a financial and risk management company, concurs with the FDIC's evaluation 
of these risk factors. Centrix Financial offers a comprehensive, customized special financing lending system 
that addresses all of the concerns and recommendations offered by the FDIC and other government 
agencies that have oversight responsibility in this or related areas. The patent-pending Centrix™ Portfolio 
Management Program (PMP) enables banks to safely participate in the profitable special finance market 
without exposing themselves to the costs and risks identified by the FDIC. 

Centrix meets the FDIC recommendations regarding subprime lending due to two key strengths of 
the PMP program: 

• Centrix Guaranteed Asset Protection Policy: The Centrix PMP subprime portfolio has a charge off 
rate that is essentially the same as that for "A" loans . The bank is protected up-front against principal 
loss through an exclusive Guaranteed Asset Protection (GAP) insurance policy, which transfers the 
majority of the risk of loss from the bank to the insurance company. Centrix does not place the loans in 
a pool that is then securitized through Wall Street or private funding sources, but rather insures each 
loan as it is written. Centrix's unique process enables banks to minimize the need to increase their 
reserves to support subprime lending activities. 

• Centrix Turnkey Program: Centrix Financial ensures fixed expenses bv providing a turnkey program 
that includes handling all aspects of underwriting, servicing, collections and asset reallocation . Centrix 
provides the internal operating systems and staff that are required to manage the subprime lending 
activities. The bank only reviews the PMP activities and loans to ensure that they continue to meet the 
bank's subprime lending goals and regulatory requirements. The only cost to the bank is a fee per loan 
made and serviced. Centrix's systems are in place and operating successfully, managed by executives 
with extensive special finance lending experience, and have an established track record of generating 
returns of 9-11%. (Actual return depends on term, APR, and economic conditions and is calculated 
before servicing fees. In some cases, the return may exceed 11%.) 



CENTRIX FINANCIAL OVERVIEW 

Centrix Financial is a financial and risk management firm that specializes in providing an innovative, turnkey 
program that enables participating financial institutions to enter the special finance auto loan market in a 
safe and profitable manner. When Centrix originally began in 1990, it was involved in the development and 
sale of institutional pools. In 1998, Centrix introduced the Centrix PMP and began serving the special 
finance auto loan market with this unique product. 

Using their extensive experience in the special finance lending arena, Centrix's senior management team 
developed unique financial programs for the auto finance industry, including risk management systems and 
procedures, which identify "premium" special finance candidates. Centrix broke new ground in the auto 



finance market with the first time availability to financial institutions of insurance coverage on a loan-by-loan 
basis. By developing the patent-pending Portfolio Management Program (PMP) specifically to assist 
financial institutions to safely enter the special finance consumer finance area, Centrix became the only firm 
that delivers this institutional financial coverage with a complete turnkey package. 



PMP PRODUCT DESCRIPTION 

The PMP is designed specifically for special finance auto lending, which includes non-prime and sub-prime 
lending. All of its lending guidelines and operating procedures are designed to meet the most rigorous 
standards of all State and Federal oversight regulatory agencies, including the FDIC. 

Centrix presents the bank with a completed transaction that is covered by a Guaranteed Asset Protection 
(GAP) policy, which is provided through a national "A" rated insurance company. The GAP policy protects 
the financial institution against risk of principal loss by covering the difference between what a repossessed 
car is sold for and the face amount of the loan. By insuring against principal loss on a loan-by-loan basis, 
Centrix transfers the majority of risk of loss from the financial institution to the insurance company. This 
takes the bank out of the loss business by setting up a guaranteed reserve pool that does not affect the 
lender's capital structure. The financial institution has the ability to make or reject any or all loan packages 
that Centrix presents. This ensures that the bank has the flexibility to increase or decrease its participation 
level as it chooses. In addition, through the Centrix Liquidity Control process, the bank can sell all or a 
portion of its PMP portfolio in order to recapture capital and receive an ongoing strip of interest income for 
the life of the loans sold. 

The Centrix PMP also allows banks to minimize the need to develop, manage and monitor subprime lending 
functions. The bank reviews Centrix Financial's systems, procedures and guidelines and adopts the 
program in total as its subprime lending policies. Centrix handles all aspects of loan underwriting, servicing, 
collections and asset reallocation. Centrix provides monthly statements and trial balances and remits cash 
payments every two weeks. In addition, the financial institution has 24/7 online access to financial data 
regarding its loan portfolio. 



FDIC RECOMMENDATIONS: 

The FDIC states that, "institutions that engage in subprime lending... should have board-approved policies 
and procedures, as well as internal controls that identify, measure, monitor and control. ..additional risks" of 
subprime lending. It also states that institutions engaging in subprime lending should have "systems in 
place commensurate with their level of risk." It found that many subprime lenders left the market due to 
"turmoil in the equity and asset-backed securities market" and "poorly structured subprime lending 
programs." 

Centrix provides policies, procedures and systems for identifying, measuring, monitoring and controlling the 
risk of subprime lending. These operating strengths, combined with its up-front, insurance coverage against 
loss of the loan principal, makes the charge-off rate of PMP loans similar to those of "A" loans. 

Specifically, the FDIC's concerns and recommendations, which are quoted from the March 1999 and 
January 2001 reports, are addressed by the Centrix PMP as described on the following pages. 



Capitalization/Allowance for Loan and Lease Loss (ALLL) Adequacy: "the level of capital institutions need 
to support this activity should be commensurate with the additional risks incurred," "examiners should 
assess the adequacy of the ALLL to ensure that the portion allocated to the subprime portfolio is sufficient to 
absorb estimated credit losses for the portfolio." 

• The GAP insurance policy that covers each Centrix PMP loan dramatically reduces the risks associated 
with subprime lending activities and results in a charge-off rate that is essentially the same as that 
associated with "A" loans. The impact on the capital structure of the bank is negligible because the 
insurance policy is issued to the bank, which is the lienholder. 

• Centrix requires the financial institution to provide the following documentation to ensure that the 
institution is properly able to manage how the PMP stays in compliance with their subprime lending 
goals and policies: 

• Board of Director's approval of participation in the Centrix PMP 

• Board of Director's/Authorized Person's approval of the Centrix Credit Guidelines 

• Board approval of subprime or special finance lending allocation 

• Board approval and copy of policy for operating with the Centrix PMP 

• Procedure for determining Allowance for Loan and Lease Loss 

• The financial institution makes or declines loan packages on a case-by-case basis. There is no 
obligation for a certain level of participation. Therefore, the institution's management can continually 
ensure that the level of capital and ALLL involved in these activities remains within their guidelines. 

• The cost of participating in the PMP is based on the amount of PMP loans that the bank makes. The 
bank can easily control its costs associated with subprime lending activities. The bank has minimal 
overhead related to its subprime lending activities. 

• The 1999, 2000 and 2001 Centrix PMP Portfolio results provide an adequate track record of results 
upon which the financial institution's management can assess the "size, concentration level, and 
relative risk of the institution's subprime lending activities." The institution has the data it requires to 
conduct "stress testing as a tool for estimating unexpected losses in its subprime lending pools." 



Planning and Strategy: "management should ensure that proposed activities are consistent with the 
institution's overall business strategy and risk tolerances and that... (they) have addressed critical business 
risk issues... includ(ing) the costs associated with... personnel,... technology,... and feedback and control 
systems" 

• Centrix provides comprehensive Credit Guidelines that the bank adopts as its own subprime lending 
policies. Centrix only submits loan packages that have been evaluated and approved according to 
these underwriting guidelines. 

• Centrix has strict policies regarding the planning and analysis that the financial institution must 
complete prior to participating in the Centrix PMP. Specifically, this includes: 

• Completion of the 1-2 day long Due Diligence Training Session, as demonstrated by a signed 
Due Diligence Completion Certificate, which explains all aspects of Centrix PMP operations. This 
session also addresses procedures related to regulatory compliance. The financial institution 
receives comprehensive manuals that document this information. 

• Centrix requires the financial institution to provide documentation of the Board of Director's 
approval of participation in the Centrix PMP, the allocation to the program, and the policy for 
operating with the Centrix PMP. Documentation of approval of the Centrix Credit Guidelines is 
also required prior to initiating participation in the program. 

• Signed Loan Placement and Loan Servicing Agreements. 

• Documentation of the Board of Director's approval of the financial institution's policy regarding the 
allocation percentage (the volume of risk-based loans). 



• Board documentation of the financial institution's policy for the Allowance for Loan and Lease 
Loss. 

• Completion of Implementation Training, as demonstrated by a signed Implementation Training 
Completion Certificate. This training program assists the financial institution to learn how to 
properly account for, track and assess its PMP loans and portfolio. 

• Participation in the subprime lending market merely requires participation in the PMP program. Centrix 
provides all underwriting and servicing activities on behalf of the financial institution and assumes 
staffing and operating costs. 

• The Centrix PMP is in place and has proven to be profitable for participating financial institutions. 
Returns in the 1999, 2000, and 2001 portfolios were 9-11%. (Actual return depends on the lending 
programs in which the financial institutions participated, term, and economic conditions and is 
calculated before servicing fees.) 

• Participation in safe special finance activities can be almost immediate, with minimal planning or set-up 
by internal bank staff. 

• The flexibility of the PMP allows financial institutions to make or decline individual loan packages as 
they are presented. This ensures that subprime lending activities continually remain within the 
institution's subprime lending goals and limits. The PMP Liquidity Control Process enables the 
financial institution to sell all or a portion of its PMP loans in order to recapture capital as well as receive 
an ongoing stream of interest income for the lives of the loans. 

• Centrix has sophisticated, customized loan underwriting, servicing, collections and asset reallocation 
systems and technology in place and functioning efficiently. Centrix offers an online transaction 
processing system that further enhances efficiency of loan processing. 

• Centrix systems provide continuous account monitoring. Participating financial institutions are provided 
with regular portfolio reports and have 24/7 online access to portfolio data. 

Subprime Lending Program: "such lending should be conducted in a segregated program, portfolio, and/or 
portfolio segment." 

• The financial institution is the lienholder on a distinct set of PMP loans. The financial institution's PMP 
portfolio is managed as a distinct, segregated portfolio. 

• The PMP underwrites and services loan applications that have been found by the financial institution or 
auto dealer not to quality for prime lending based on the credit characteristics of the individual 
borrowers. The PMP does not transfer prime loans in to the subprime lending category. 

• Centrix provides regular portfolio reports to the financial institution. There is also 24/7 online access to 
portfolio reports. 

Examination and Review: "the risks inherent in subprime lending programs call for frequent 
reviews... Portfolio level reviews and Transaction level testing." 

• The financial institution is provided with comprehensive documentation of all aspects of the Centrix 
operations related to underwriting and servicing PMP loans and to transactions related to the 
institution's PMP portfolio management. This includes: 

• Due Diligence Binder 

• Regulatory Compliance Procedural Binder 

• Centrix Credit Guidelines and Lending Grids 

• Checklist to ensure that each loan package contains all necessary and accurate documentation 

• Acknowledgement Reports to track loans presented to and made by the institution 

• Semi-Monthly Transaction Statement that lists each transaction within the portfolio 



• Aged Trial Balance that defines the total amount originated, current balance, delinquency buckets 
and write-off totals 

• Payoff Report that describes loans paid off during the previous month 

• Delinquency Report that profiles each delinquent loan and any associated repossession activities 

• RIPL Report that describe the status of repossessed vehicles in the process of being liquidated 

• The financial institution is provided with the actual loan package, which includes all documentation 
related to the transaction. The institution reviews the documentation and decides whether or not to 
make the loan. Therefore, the institution has the ability to perform transaction-level testing on each 
individual PMP loan to determine whether or not it complies with the Credit Guidelines and other risk 
management policies. The institution may decline the loan for any reason. 

• Centrix performs underwriting and servicing activities on behalf of the financial institution. Participating 
financial institutions may audit Centrix's operations upon request. 

• Centrix's Audit Department regularly performs a variety of audits to ensure consistent compliance with 
the Credit Guidelines. 

Classification Guidelines: "examiners should not automatically classify or place loans in special mention 
merely because they are subprime... loans to borrowers that do not have the capacity to service their loans 
generally will be classified substandard... loans that are past due 90 days, or more, should be classified at 
least substandard..." 

• PMP loans are considered in the special financing category (subprime or non-prime) based on the 
credit characteristics of the borrower. 

• The Centrix loan servicing system identifies loans that are more than a day delinquent. Staff 
immediately implements techniques to obtain prompt payment. 

• Repossession activities are considered in the event a loan is approximately 45 days delinquent. 

• The GAP insurance policy covers the difference between the balance of the loan and the proceeds from 
the sale of the vehicle, which mitigates the majority of the risk of loss in the event of default. Therefore, 
the whole portfolio does not need to be classified as substandard, and financial institutions can take into 
consideration the GAP Insurance when determining the loss classification. 

Staff Expertise: "Subprime lending requires specialized knowledge and skills that many financial institutions 
may not possess." 

• Centrix's senior management team offers a total of over 25 years in subprime lending. Since Centrix 
specializes in this arena, staff members have extensive experience in handling the unique aspects of 
special finance lending. 

• Centrix's human resource policy is to hire only senior management candidates with direct experience in 
the subprime lending industry. Other staff must have proven track records of success in the specific 
roles in which they will work. Centrix does not hire inexperienced candidates. 

• Centrix provides comprehensive skills training to all new staff to ensure the necessary skill level. 

• Centrix's existing staff levels can handle a dramatic increase in the number of PMP loans. However, 
strategies for duplicating existing staffing teams have been developed so Centrix can quickly and easily 
expand to handle additional loan production. Centrix has in-house recruiters to manage all hiring 
functions. 

• Centrix has sales and service staff who are available as needed to assist member financial institutions 
to participate in the Centrix PMP. 

• Centrix offers a comprehensive Due Diligence and Implementation training programs to assist the 
financial institution to understand all operational aspects related to the PMP, including how Centrix 



conducts underwriting and servicing on behalf of the financial institution and how the financial institution 
accounts for PMP loans. 

• The Centrix Information Center provides ongoing service to participating financial institutions and is 
available to resolve any issues the financial institution may encounter related to its participation in the 
PMP. 

• The PMP is a turnkey program that allows banks to safety participate in the specific types of special 
finance auto loans that fit with their lending goals and criteria. They choose to participate on a loan-by- 
loan basis and are provided with all services related to underwriting and servicing the loan for fees that 
are related to the amount of the PMP loans that they made. 

• All Centrix practices meet Federal guidelines and regulations, including Regulation Z and Regulation B. 

• Centrix relies on a variety of criteria to evaluate the credit risks associated with a particular loan 
application. Centrix has formal guidelines that stipulate acceptable debt to income ratios, residency 
history, employment history, collateral value and auto characteristics that are necessary in order to 
consider acceptance. Centrix Underwriters review the credit report and consider the customer's 
stability, ability to pay, and credit history. Credit scoring is considered if available, but is never the sole 
evaluation factor. Centrix Verifiers ensure that Centrix has accurate income, employment, residence 
and insurance information upon which to make the credit decision. 

• Centrix provides a complete loan package. Each loan has passed through a sophisticated loan 
underwriting process, which uses standardized techniques to evaluate credit risk and establish loan 
parameters. The financial institution is provided with comprehensive data with which to evaluate each 
loan package. 

• Centrix uses a complex, automated system to track individual loan performance. Centrix also has well- 
documented, pro-active servicing and collections procedures for minimizing defaults and maximizing 
payments. The financial institution is provided with monthly reports and has 24/7 online access to loan 
data in order to evaluate performance against goals. 

• Centrix has documented all its operating procedures, including underwriting, documentation, servicing, 
collections and asset reallocation, in its operating manuals. 

• Centrix operations and policies are adapted to meet the specific regulations of each state. 

Purchase Evaluation: "Institutions should not accept loans from originators that do not meet their 
underwriting criteria, and should regularly review loans offered to ensure that loans purchased continue to 
meet those criteria." 

• Centrix works with the bank to define its target market profile and its performance objectives for each 
market segment. Centrix submits loan packages that meet the strict underwriting guidelines to which 
the financial institution has agreed, 

• Centrix uses formal underwriting guidelines to evaluate each loan application prior to presenting the 
loan package to the financial institution. Centrix currently accepts approximately 35% of the loan 
applications it receives. 

• The bank evaluates loan packages on a case-by-case basis to decide whether to make or decline 
them. There are no obligations regarding the number of PMP loans the institution must make; 
therefore, institution management retains full control over ensuring that their subprime loan portfolio 
meets their goals and criteria. 

• Centrix provides monthly reports to assist management to evaluate whether loan performance 
continues to meet the institution's criteria. The institution may choose to discontinue participation at 
any time. 

• Centrix provides training to assist the financial institution to assess the portfolio reports and ensure that 
their subprime lending activities remain in compliance with the institution's goals and limits. 



• The financial institution is presented with complete, verified loan packages. The financial institution 
then decides whether or not to make the loan and become the lienholder. The institution does not 
purchase the loan. 



Loan Administration Procedures: "loan administration procedures should provide for the diligent monitoring 
of loan performance and establish sound collection efforts" 

• Centrix uses a sophisticated loan servicing system to track and integrate data regarding all aspects of 
loan servicing and collections. Centrix Resource Systems, a department of Centrix Financial, handles 
these functions. 

• Centrix has designed, documented and implemented aggressive, pro-active servicing techniques that 
minimize defaults and maximize profitability. This includes sending a "welcome aboard letter" which 
provides full information on making payments, regular use of Pre-callers who contact new customers to 
provide information and reminders about initial payments, and acceptance of a wide variety of payment 
methods. 

• Information on delinquent accounts is automatically provided to the collections staff by the loan 
servicing system. Centrix has formal written guidelines for its collections policies and procedures. The 
Collections Manager and Director of Asset Reallocation work closely to monitor loan performance and 
protect the value of the asset. 

• The charge off rate of the PMP portfolio is essentially the same as that for an "A" rated portfolio. 

• Centrix has strict procedures for approving and structuring cure programs such as changing payment 
due dates and account deferment. They are only instituted when there is evidence of the borrower's 
willingness and ability to repay. Loans are never re-written or renewed. 



Loan Review and Monitoring: "institutions must perform an ongoing analysis of subprime loans... the review 
process should focus on whether performance meets expectations... (and) should ensure that models used 
to estimate credit losses or to set pricing allow for fluctuations in the economic cycle" 

• Centrix offers member financial institutions 24/7 online access to data regarding loan performance as 
well as monthly reports and trial balances. This information can be provided on a loan-by-loan basis or 
on a portfolio basis. The data is formatted to assist the financial institution to evaluate whether 
performance meets expectations. The PMP portfolio has returned 9-11% since inception. (Actual 
return depends on the lending programs in which the financial institutions participated, term, and 
economic conditions and is calculated before servicing fees.) 

• Because Centrix provides an up-front insurance coverage on a loan-by-loan basis with a GAP policy 
from an insurance company, the value of the asset is protected. Therefore, it is not impacted by 
fluctuations in the economic cycle. 

• Since the costs associated with a subprime loan are fixed and the charge-off rate is essentially the 
same as with an "A" loan, the financial institution does not need to adjust its capital structure to adjust 
for the typical risk associated with a subprime loan. 

Consumer Protection: "Higher fees and interest rates combined with compensation incentives can foster 
predatory pricing or discriminatory 'steering' of borrowers to subprime products" 

• The costs of the Centrix PMP are tied to the amount of the loans made. There is a fixed rate 
participation fee related to Centrix's underwriting activities. Centrix provides servicing for a small 
percentage of the outstanding balance of the loan. 



• There are no bonuses for producing subprime loans; therefore, the financial institution has no incentive 
to steer customers into subprime loans. 

• Centrix underwriting policies and procedures comply with Regulation Z and Regulation B to ensure fair 
lending practices. 

• Auto dealers identify and submit subprime loan applications. Centrix evaluates the applications 
according the strict, consistent underwriting guidelines that comply with fair lending regulations. The 
bank is not involved in these transactions until Centrix submits a completed loan package for it to 
review. 

Predatory or Abusive Lending Practices: "Typically, predatory lending involves... making unaffordable loans 
based on the assets of the borrower rather than on the borrower's ability to repay an obligation, inducing a 
borrower to refinance a loan repeatedly in order to charge high points and fees each time the loan is 
refinanced..., or engaging in fraud or deception to conceal the true nature of the loan obligation, or ancillary 
products, from an unsuspecting or unsophisticated borrower." 

• Credit decisions are based on the borrower's stability, willingness to repay, and ability to repay, as 
evidenced by the credit bureau report, verified income, employment and residence data, and debt-to- 
income and payment-to-income ratios. These ratios must be within certain limits in order to qualify for a 
PMP loan. 

• PMP loan interests rates are typically below the rates charged through other lending programs. PMP 
loans may not be refinanced. 

• All information regarding the loan obligation is provided upfront, through the purchase contract with the 
auto dealer and documentation from Centrix regarding loan payment. There are no ancillary products 
involved with a PMP loan. 



Securitization and Sale: "securitization of subprime loans carries inherent risks... that are potentially greater 
than for securitizing prime loans. Accounting for the sale of subprime pools requires assumptions that can 
be difficult to quantify, and erroneous assumptions could lead to the significant overstatement of an 
institution's assets... (the institution) should develop a contingency plan that addresses back-up purchasers 
of the securities or the servicing functions, alternate funding sources, and measures for raising additional 
capital" 

• By securitizing PMP loans individually, up-front through an insurance policy from a national insurance 
company, Centrix protects the value of the asset. Assumptions related to the future value of the asset 
are eliminated since Centrix is not relying on future sale of a portfolio. 

• Centrix PMP portfolios, when sold, comply with all FAS 125 regulations. 

• Centrix relies on a national insurance company, which is in the business of insuring against risk of loss. 
It does not rely on the equity market, which is affected by market and economic fluctuations and could 
exit the subprime lending arena in market downturns. 

• Special finance lending is Centrix Financial's primary business. It has designed its PMP product to 
minimize the effects of economic fluctuations, so it is not at risk of leaving the subprime-lending arena 
should the market have a downturn. 

• Centrix has an agreement with A-rated insurance companies to provide the GAP insurance policy, 
which guarantees PMP loans. Every PMP loan is automatically covered by the GAP policy, which is 
non-cancelable as long as Centrix is servicing the loan. 

• The insurance coverage on each PMP loan makes the charge-off rate of a subprime PMP loan virtually 
the same as that associated with an "A" loan. 



• The Centrix Liquidity Control Process enables the financial institution to recapture its principal through 
the sale of all or part of its portfolio and to receive an ongoing strip of interest income for the lives of the 
loans sold. 



Reevaluation: Institutions should periodically evaluate whether the subprime lending program has met 
profitability, risk, and performance goals" 

• Centrix operating systems continually track portfolio performance and individual loan performance. 
Regular reports are provided to bank management to assist them to evaluate whether the program has 
met their goals. The financial institution also has 24/7 access to online portfolio reports. 

• Financial institutions can modify their lending criteria, raise or lower their allocation level, or refrain from 
participating in the PMP program at any time. 

• Centrix regularly evaluates its loan underwriting, servicing and collections performance and implements 
procedures to further minimize risk. 

• The financial institution may sell all or a portion of its PMP portfolio in order to reduce the amount of 
capital invested in the PMP. In addition to recapturing its capital, the financial institution also continues 
to receive a stream of interest income for the lives of the loans sold. 



CONCLUSION 

The Centrix PMP is specifically designed to provide financial institutions with a safe, profitable, and turnkey 
method to participate in the special finance auto loan market. When a financial institution participates in the 
Centrix PMP, it is using a program that: 

• Meets the recommendations on subprime lending identified by the FDIC in its "Interagency 
Guidance on Subprime Lending" letter, 

• Minimizes bank investment of time, money and staff to create and manage internal subprime 
lending functions, and 

• Provides insurance coverage that makes the charge-off rate associated with a subprime loan 
virtually the same as that associated with an "A" loan. 

Centrix Financial welcomes the participation of additional financial institutions and has the systems and staff 
in place to immediately service additional loan volume. Centrix executives are available to assist individual 
banks to evaluate the program, define specific subprime goals and limits, and initiate participation in the 
program. For additional information on Centrix or the PMP program, please contact William Speakman at 
303-224-9001 x 1263 or visit www.CentrixFinancial.com. 



WK Capital Advisors, Inc. 
Memorandum 



TO 


COPIES TO 


Chris Olson, Sr. VP 
Bank of Alameda 




FROM ~ ■ 




Robert E. Sutton 




SUBJECT ~ " 


DATE " ~ — : — 


Policy Update 


December 15, 1998 



I am hopeful you are feeling much better after your operation and that you have a very Merry 
Christmas and we look forward to a very prosperous New Year working with you and the Bank. 
As I mentioned the last time we talked, I have had a meeting with Lyndon Insurance Company to 
make some fairly significant adjustments in the policy that would benefit the Bank. They are as 
follows: 



1. We will be eliininating the $5,000 top end limit on the policy. That was a significant 
breakthrough. P>|CQ^ 

2. As you know, the policy only covered that amount which was sold or Kelly Blue Book 
wholesale, whichever is higher. We have been able to restractur<iW policy in such a 
way that now it will cover an amount up to 10%, not to exceed $S^00 should it sell 
below Blue Book. This happens on occasion and I think this makes the policy virtually 
"bullet proof." Also, we had to adjust the pricing to the dealers in order to be more 
competitive in the marketplace. Originally it was 7% discount to the dealer plus $295. 
We have now restructured that to 5% or $500, whichever is greater, with no $295 paid by 
the dealer. But because of that and the adjustments in the policy, we have had to increase 
the discount to the Bank from 3% to 4%. Therefore, if ARP stays at 18.9% there would 
be an additional 1% discount cost to the Bank net of 14.9% vs. 15.9%. However, 
considering the benefits the Bank would enjoy with regard to additional security as well 
as a more competitive product to the dealers, we believe this 1% will be more than made 
up for through volume. And as you also know, competition in this arena is pricing 
between 20% and 21% APR, so we're still highly competitive. 

Once again, I want to thank you very much for the help you've given us and Bill over the past 
many months and we look forward to a long and profitable relationship. 



C0121598DOC 



Centrix Portfolio Statistics and Financials 

As of 12/31/02 













Portfolio Growth 












Total Loan Count 1 


25 


1,929 


5,465 


7,510 


20,466 


Total Loan Amount 1 


$270,962 


$25,881,150 


$82,217,050 


$118,378,673 


$325,908,148 


Loan Statistics 












Average Loan Amount 


10,838 


13,417 


15,044 


15,763 


15,924 


Average APR 2 


17.48% 


19.80% 


17.87% 


\7J1% 


18.13% 


Average Term 2 


52.04 


58.23 


61.75 


62.48 


65.02 


Average Payments Left 3 


17.12 


24.27 


37.03 


47.67 


61.65 


Pav-offs 












Number of Paid-ofT Loans 


16 


781 


947 


981 


390 


Paid-off Number as % of Total 


64.00% 


40.49% 


17.33% 


13.06% 


1.91% 


Insurance 












Insurance Premiums 1 


$18,169 


$2,014,400 


$5,941,572 


$8,238,204 


$27,987,164 


Number of Claims Paid 1 


1 


482 


891 


733 


164 


Total Claims Paid to Date 1 


$5,134 


$2,523,240 


$5,081,899 


$4,317,628 


$875,007 


Claims to Premiums °/o 


28% 


125% 


86% 


52% 


3% 


Risk Metrics 












Total Loan Balance 1 


$25,957 


$5,314,325 


$34,098,445 


$76,026,227 


$304,678,031 


RIPL 


$0 


$198,622 


$1,338,796 


$3,289,933 


$6,414,668 


RIPL % of Loan Balance 


0.00% 


3.74% 


3.93% 


4.33% 


2.11% 


Cumulative Loss % 4 


6.59% 


12.57% 


8.38% 


4.89% 


0.34% 


Charge-Off Balance 


$12,728 


$729,117 


$1,807,341 


$1,472,858 


$245,983 


Cumulative Charge-Off % 5 


4.70% 


2.82% 


2.20% 


1.24% 


0.08% 


Annualized Charge-Off % 6 


1.25% 


0.83% 


0.89% 


0.81% 


0.16% 



©iSFOTAL 



35,395 
$552,655,983 



15,614 
18.06% 
65.42 
56.65 



3,115 
8.80% 



$44,199,510 
2,271 
$12,802,910 
29% 



$420,142,986 
$11,242,020 
2.68% 

3.09% 

$4,268,027 
0.77% 
0.68% 



1 Based on Loan Booking Dates (Not Contract Dates) 

2 Weighted Average based on Original Loan Amount 

3 Weighted Average based on Current Balance 

4 Total Loss (Before Claim) / Original Loan Amount 

5 Total Charge-Off / Original Loan Amount 

6 Annualization Method: cumulative charge-off % / average aging x 12 



Portfolio Analysis 
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Fax Number: im.22d-/kns 

For the Attention oft Hnh Sutton.. 

Company: Csmt™ *7—^ nf 

From: . tZn*» A*i*~« 



Alte<^ please fiad the nrautw Jim has 

been unavailable to review the minutes, so please consider this a rough copy until his 
review. 
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CENTRIX 

FINANCIAL 

MEMORANDUM 



to Gary Atkins COPIES Sue Brayman 

Mountain Bell Credit Union Canol Beach 

Howard Klemmer 
Michael Lammers 
Cecelia Pelino 
Moe Mason 
JeffTarski 

prom Robert E Sutton • dats July 13. 2001 

suBseo: 60 Day Delinquent Accounts 



Following is a description of the arrangements that were established with Mountain Bell 
Credit Union and in effect from June, 2000 through June, 200L We appreciate Mountain 
Bell's participation in this Beta Test of methods to minimize credit union losses during 
the period when the collateral vehicle of a delinquent loan is being repossessed and sold 
These loss protection processes were designed to be implemented in the event that it took 
more than 60 days to repossess and sell the vehicle. 

As you know, a unique and exclusive feature of the Ccntrix Portfolio Management 
Program (PMP) is the Guaranteed Asset Protection (GAP) default insurance that is 
provided for each and every PMP loan by a national, A-rated insurance company. This 
defeult policy includes a guarantee of up to 90 days of payments during the repossession 
period. 

The specific authority for designing and implementing these arrangements is based on the 
following: 

> Section ELE of the GAP insurance policy provides: The insured's interest in the 
collateral mans the unpaid balance owed to the named insured as of the date of 
default, including payments not more than 90 days past due; less any unearned 
. finance charges, unearned insurance premiums, late charges or other charges 
computed on a simple interest of actuarial basis. Thus, the policy guarantees up 
to 3 monthly payments to be paid by the insurance. These 90 days worth of 
payments cover delinquent payments that were due during die repossession 
period* 



> According to the Portfolio Servicing Agreement that the credit union signs, 
Centrix has the authority to collect payments, determine delinquency, identify 
vehicles for repossession, and file and collect the GAP insurance payment on 
behalf of the credit union. Centrix also remits appropriate funds to the credit 
union. It also can extend the loan by 2 payments thus providing 2 months 
extension under certain circumstances. 

Specifically, the Beta Test included these two aspects: 

1. Extension of a loan by one payment and; 

2. The redemption of loans that were in default for over 60 days. 

In the first case, by allowing the borrower to skip one payment and adding that payment 
on to the back end of the loan period, the borrower had an increased chance of keeping 
the loan current Of course, if the loan was not kept current after that point, the 60 day 
process could be implemented at the appropriate time. During the first three months 
when the borrower is in default, the loan is not actually in "financial" default because the 
insurance policy guarantees "up to 90 days of payments.- Should the loan be in default 
longer man that, Centrix could implement the option of redeeming the loan from the 
credit union. 

The 60 day process was designed to take advantage of the provisions in the insurance 
policy in order to assist the credit union to minimize losses during the repossession 
period. It was specifically intended for use when the claim was expected to take an 
extended period of time to settle, for example in the case of a skip. However, based on 
feedback from Mountain Bell and from our own assessment of the Beta. Test, it is clear 
that the two procedures that were tested were not the optimal method to achieve the goaL 

Therefore, Centrix has designed a "90 Day Provision** that also complies with all aspects 
of the GAP insurance policy and the Portfolio Servicing Agreement Enclosed is a copy 
of the new 90 Day Provision Procedure and a Position Paper for your review. As you 
will sec, the new procedure enables Centrix, in the event that it appears that repossession 
and sale of a vehicle will take more than 60 days, to elect to advance up to 90 days of 
payments. Centrix does so because of the financial guarantee provided by the insurance 
policy on each loan. The borrower remains delinquent because the he/she has not made 
payments, so Centrix has the authority to repossess and sell the vehicle. The credit union 
accounts for payments advanced by Centrix in the same manner as for any other loan 
payment received. The credit union can identify and track delinquent loans for which 
advance payments arc being made on the Semi-Monthly Transaction Statement The 
loans are identified on the Statement with the code GAPAD. Once Centrix has received 
the proceeds from the GAP claim and the sale of the vehicle, it is reimbursed the full 
amount of the payments it advanced and any costs per the Portfolio Servicing Agreement, 
then remits the net balance to the credit union. 



litis 90 Day Provision has been reviewed with our consultants and attorneys, one of 
whom is Charles Felker, formerly of the NCUA and currently providing educational 
seminars to the NCUA. W also have evaluated how credit unions handle delinquent 
consider loans when an account receives an extension until the borrower's disability 
policy begins to make payments and found this procedure to be consistent with our 
Payment Advance Procedure, 

We appreciate Mountain Bell's past assistance in designing and testing new procedures. 
We look forward to coiitinuing to work together to enhance our PMP program. If there is 
any additional information you require, please let me know. 



MOUNTAIN BELL 6/30/00 
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IN THE 

UNITED STATES PATENT AND TRADEMARK OFFICE 

Inventor(s): Robert E. Sutton Examiner: 
Application No.: 09/896,705 Group Art Unit: 2161 

Filing Date: June 29, 2001 

Title: METHOD FOR PROVIDING FINANCIAL AND RISK MANAGEMENT 



Affidavit of Roland Anderson 
Under 37 CFR 1.132 Relating to Public Use, On Sale and Experimental Use 



Assistant Commissioner for Patents 
Washington, D.C. 20231 

Dear Sir: 

I, Roland Anderson, hereby depose and state: 

1 . That I am currently an employee of Centrix Financial, LLC; 

2. That during the 1998 and 1999 time period, I was President of Lyndon Property 
Insurance Company; 

3. That under my direction, Lyndon Property Insurance Company entered into an 
Agency Agreement, attached hereto as Exhibit A with Centrix Financial, LLC 
regarding an exclusive relationship between the parties for providing default 
insurance to financial institutions as a result of default by credit impaired 
borrowers on vehicle loans; 

4. That the Agency Agreement of Exhibit A has an effective date of August 1 , 
1998, and was effective for two years, terminating on July 31, 2000, unless both 
parties agreed to renew at that time. 

5. That Section 3(b) of the Agency Agreement indicates that the first 12-months 
following the effective date of August 1, 1998, the premiums processed by 
Lyndon shall be no more than $3,000,000; 

6. That the Agency Agreement was authorized by me to be executed by E. Perry 
Kupferman, Sr. VP, on behalf of Lyndon Property Insurance Company and by 
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ADDENDUM B 
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Robert E. Sutton on behalf of Centrix Financial, LLC and the inventor of the 
above-identified patent application; 

7. That the $3,000,000 cap on premiums for the first 12 months was imposed 
because the process of using an up-front, loan-by-loan GAP insurance policy to 
cover defaults by credit impaired borrowers for vehicle loans was untested and 
that sufficient testing needed to be performed on this process; 

8. That the primary purpose of entering into the Agency Agreement and placing a 
cap on the premiums for the first 12 months, i.e., until August 1, 1999, was to 
test the process of claim 22 to determine the feasibility of such a process; 

9. That I expected Lyndon Property Insurance Company to only make a minor 
profit, if any, on the policies that were sold for the first 12 months of the 
Agency Agreement; 

10. That no profit was made on the policies issued during the first 12 months; 

1 1 . That any profit motive that I had, as President of Lyndon Property Insurance 
Company, in issuing policies during the first 12 months of operation, was 
incidental to the primary motivation for entering into the Agency Agreement, 
which was to test the process of claim 22; 

12. That I considered the process of issuing default insurance to insure financial 
institutions against default by credit impaired borrowers on vehicle loans on a 
loan-by-loan basis to be a potentially viable business opportunity that prompted 
me to enter into the Agency Agreement and proceed with the testing of the 
process of claim 22 to determine if the process was feasible; 

13. That I was advised by others in Lyndon Property Insurance Company not to 
enter into such agreement because of the potential loss due to the uncertain 
nature of the risk; 

14. That the reason for entering into the Agreement and issuing the policies was to 
assess the risk and to establish a relationship with Centrix Financial, LLC for a 
long term profitable relationship after the testing period; 

1 5. That Lyndon Property Insurance Company kept precise data that was 
periodically evaluated to assess the risk of such policies; 

1 6. That I was in frequent communication with Robert E. Sutton of Centrix 
Financial, LLC to discuss risk factors and to evaluate the feasibility of the 
process of issuing default insurance to insure financial institutions against 
defaults by credit impaired borrowers on vehicle loans during the first year of 
the Agency Agreement; 
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17. That modifications were made to the default insurance policies during the first 
year of the Agency Agreement, i.e., until August 1, 1999, as a result of the 
evaluation and risk assessment of the default insurance policies; 

1 8. That a policy offering a separate endorsement to financial institutions was 
initiated during the first 12 months of the Agency Agreement to provide further 
coverage to financial institutions; 

1 9. That the endorsement was later added as a standard part of the default insurance 
policy beginning with loans booked in January, 1999; 

20. That the only effective way of testing the process of issuing default insurance to 
financial institutions to insure against defaults by credit impaired borrowers on 
vehicle loans on a loan-by-loan basis was to actually engage in issuance of such 
policies and to collect data to assess risk and return so as to determine if such a 
process was even feasible; 

21 . That the Agency Agreement entered into between Lyndon Property Insurance 
Company and Centrix Financial, LLC was conditional in nature in that it 
allowed Lyndon Property Insurance Company to cancel the Agreement if the 
premiums exceeded $3,000,000 in the first year; 

22. That Centrix Financial, LLC provided Lyndon Property Insurance Company 
with monthly default statements and filed monthly claim statements with 
Lyndon Property Insurance Company. 

That the above facts, to the best of my knowledge, are true. 



Roland Anderson 

STATE OF COLORADO ) 

) ss. 

COUNTY OF DENVER ) 

Subscribed and sworn before me this day of f\pr\\ 2003, by Roland 
Anderson. 



(SEAL) Notary Public 

, 1 „ ll ., i My commission expires: My Commission Expire s 

>:;: ' March 1,2006 
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IN THE 

UNITED STATES PATENT AND TRADEMARK OFFICE 



Inventor(s): Robert E. Sutton Examiner: 
Application No.: 09/896,705 Group Art Unit: 2161 

Filing Date: June 29, 2001 

Title: METHOD FOR PROVIDING FINANCIAL AND RISK MANAGEMENT 



Affidavit of Howard Klemmer 
Under 37 CFR L132 Relating to Public Use, On Sale and Experimental Use 



Assistant Commissioner for Patents 
Washington, D.C. 20231 

Dear Sir: 

I, Howard Klemmer, hereby depose and state: 

1 . That I have over 35 years of senior management experience, and designing 
and implementing operating strategies in diverse businesses; 

2. That I was CEO of Klemmer & Company and provided on-site consulting for 
various businesses including holding positions as President/CEO for Estrada 
Foods, DataHand and Kroy, Inc.; 

3. That I have held management positions at Digital Equipment Corporation and 
Raytheon Company; 

4. That I have a Masters in Business Administration from Boston University and 
a Bachelor of Science degree in engineering from North Eastern University; 

5. That I am currently an employee of Centrix Financial, LLC and have been an 
employee of Centrix Financial, LLC since 1997; 

6. That I am the manager of the Loan Management Group and Risk Management 
Department at Centrix Financial, LLC and that I have overseen the operations 
of Centrix Financial, LLC from its inception; 
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7. That I have reviewed the above-identified patent application, including claim 
22; 

8. That I am personally aware of a beta test agreement between Centrix 
Financial, LLC and Mountain Bell Credit Union, that was in process both 
before and after the critical date of June 29, 1999, to test the method of claim 
22; 

9. That the beta test agreement between Centrix Financial, LLC and Mountain 
Bell Credit Union was intended to primarily function as a test of the concepts 
of the process of claim 22 of the above-identified application; 

10. That the beta test agreement between Centrix Financial, LLC and Mountain 
Bell Credit Union, as well as similar agreements between Centrix Financial, 
LLC and other credit unions, was entered into by Centrix Financial, LLC to 
obtain actual live delinquency and default data which was necessary to test the 
feasibility of the process of claim 22 of the above-identified application; 

1 1 . That one of my primary duties at Centrix Financial, LLC is to oversee the 
operations of Centrix Financial, LLC, in particular, delinquency and default 
data on loans made in accordance with the process set forth in claim 22 of the 
above-identified application; 

12. That I have studied the default rates of Centrix Financial, LLC loans since 
1998 and the effect such default ratios have on the feasibility of operating a 
subprime lending program in accordance with the process set forth in claim 22 
of the above-identified application; 

13. That I have worked with a statistician to determine the number of loans 
required to have a statistically relevant sample of loans to assess risk and 
determine the feasibility of the process set forth in claim 22; 

14. That I have worked closely with the Portfolio Manager of Centrix Financial, 
LLC to determine the period of time needed for loans made in accordance 
with the process of claim 22, of the above-identified application, to obtain 
statistically relevant data relating to defaults so as to adequately forecast 
defaults, and to assess risk and determine the feasibility of the process of 
claim 22 of the above-identified application; 

15. That, under the direction of Robert E. Sutton, I collected detailed experimental 
data relating to delinquencies and defaults in the testing of the process of 
claim 22 of the above-identified application and have frequently reviewed this 
data with the statistician and Portfolio Manager; 
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16. That I periodically met with Robert E. Sutton, usually on a weekly basis, to 
review the experimental data relating to delinquencies and defaults during 
calendar years 1998, 1999 and 2000; 

1 7. That actual delinquency and default data was required to test the process of 
claim 22 prior to the critical date of June 29, 1999 in order to determine if the 
process of claim 22 would operate; 



18. That the first year of experimentation of the process of making loans in 
accordance with claim 22 ended on August 1, 1999, which was after the 
critical date of June 29, 1999; 

19. That the number of loans placed with financial institutions, in accordance with 
the process of claim 22, prior to the critical date was 392 loans; 

20. That the 392 loans that had been made by Centrix Financial, LLC as of 
June 29, 1999 were significantly less than the number of loans required to 
provide a statistically relevant sample, and that the period of less than one 
year of experimentation was less than the period of time needed to adequately 
evaluate default rates; 

21. That a period of at least 2 years is required to adequately evaluate default rates 
on vehicle loans because most defaults occur during the second year of a loan; 

22. That the critical date of June 29, 1999 was prior to the expiration of one year 
from the initiation of testing of the process of claim 22 such that the first year 
of testing extended beyond the critical date; and 

23. That a statistically relevant sample of loans that were adequate to test the 
feasibility of the invention of claim 22 were not made by Centrix Financial, 
LLC as of June 29, 1999. 



That the above facts, to the best of my knowledge, are true 





STATE OF COLORADO ) 

) ss. 

COUNTY OF DENVER ) 



ward Klemmer 



Subscribed and sworn before me this . day of HPr* I , 2003, by 



Howard Klemmer. 
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, : />,(SEAL) 




Notary Public 
My\commission expires: 



My Commission Expires 
September 11,2004 
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^ I M A N C I A L 



FAX Message 



To. Gary Attans- MBCU Fax# 719 473-0756 

*m: Robert Sutton -Centrix Fax* 303 224-0302 

Subject: 60 Delinquency Report 

Date: June 30, 2000 

Summary: 

Centrix is toieport that for the MBCU«s portfolio, loans over 60 days delinquent 
areless that 1.50% of the total outstanding principal balance as of 4:00 PM June 30 
• 2U00. ' 

Discussion: 

Attached is the quarterly report on the 60-day delinquency status. .Pursuant to the 60-day 
delmquen(7 procedure, Centrix will buy afl loans that are in excess oft 1.5% of the 
outstanding balance as of the end of the quarter, in this case June" 30, 2000. 

* ^rf 4:00p MonJune30, 2000 the outstanding principal balance for all pools of 
MBCU loans was $9,270,173.65 and 1.50% 6f this balance is $139,052.60. 

* Also as of 4:00 PM the sum of all MBCU pools with delinquency over 60 days 
was $138,225.81 or 1.49% of the outstanding principal balance. 

TTjttefore for this quarter, MBCU will have no loans to report that are in excess of the 
1.50% of the outstanding principal. 

Has report includes pay-off and posting of the 6 loans that were considered deficient 

1. David Braesicke 

2. EricDoxsee 

3. Christopher Garablin 

4. GaryMcNabb 

5. Jessica Megargee 

6. Michael Adcock 



Centrix Financial 



Memo 



To: Bob Sutton 

From: John Schreven 

CC: Howard Wemmer, Mike Lammers 

Date: 6/2/00 

Re: Follow up to Mtn Bell memo of 5-30 



On May 30 m I forwarded a memo regarding the manner by which Mtn 
Bell wanted to have the proceeds from sale applied to the loan. 

Since then we have gained some further clarification and believe that 
interest will accrue on an account until the lesser of date of repo or 90 
days past due. 

At the time of REPO the account is re-classified into two (2) accounts. 
One (1) an account is set up for the fair market value of the collateral 
and trie second (2) account is set up for the fees, costs, charges, 
expenses, ACCRUED INTEREST, and the difference between the loan 
balance and the fair market value. 

Because they allow up to 90 days of accrued Interest it will affect 

our principle balance when we post the proceeds to the account. 

&) 

Based on this info we need to adopt a procedure by which we go in to 
our system and stop interest accrual on the repo date or 90 th delinquent 
day for Credit Union accounts. 

We will also need to gain knowledge of how Banks account vs. Credit 
Unions and keep them separate. 
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MOUNTAIN BELL 



123 S. Web r 
P.O. Box 1237 



Fax -(719) 473-0756 

MART System - (719) 47*0335 



Colorado Springs, CO 80901 

(719)473-7452 

1-800-247-6932 



E-Mail - rntnbell@usa.rt3t 
Internet - www.eotocu.eom/mtnben 



CREDIT UNION 

"Member Owned" 



Mr. Bob Sutton 

Ccntrix Resource Systems, LLC 
5690 DTC Boulevard, Suite 270W 
Englewood, Colorado 801 1 1-3234 

Dear Bob, 

In discussing your procedures manual we pointed out several changes that need to be made. 
There are two changes that must be made to your operations immediately to comply with the 
Truth in Lending Regulation Z and the Colorado- Uniform Consumer Credit Code. 

1. You must stop charging late fees on all existing contracts. Late fees cannot be 
collected unless it is disclosed in the original loan agreement with the Borrower. All 
late fees currently collected must be refunded unless the original disclosure to the 
Borrower allowed for late fees. 

2. A notice of Right to Cure defeult must be sent to a borrower no earlier than 10 days 
after missing a payment before collateral may be repossessed and repossession cannc 
take place for 21 days from the date the Right to Cure notice is mailed. 

I would appreciate your immediate attention to this matter. 




GaryAtki 
President 




CENTRIX 

RESOURCE SYSTEMS 



Colorado late fees have been incorrectly charged. la the opinion of Attorney Bob 
Wilson, Slate law does not allow a late fee in the State of Colorado on a purchased Retail 
Installment Contract Late fees may be imposed if the consumer directly approaches the 
Credit Union and is given a direct loan. In our case these contracts are purchased in a 
sense, and do not qualify .for the above-mentioned late fees. As of July 1 of this year, 
late fees are permitted in the amount of $15.00 after a ten day delinquent period, if the 
late fee is disclosed in the Regulation Z box and in the body of the contract To my 
knowledge the dealers are not/have not put this information into the contracts. At tins 
time we are not charging a late fee on any Colorado Business. 

Exposure: $26,078.22 Dollars since day one. Grand Total 

P&L Accounts $1,129.97 

Action Plan: Create late fee report by Customer, written off accounts willnc-t be 

effected, accounts where Lyndon has paid account in full will not be effected, any 
delinquent or defaulted accounts will be applied to the customers loan. All other 
customers will be sent a check for the late fees. A letter will sent to each customer along 
with the reimbursement that payments were applied incorrectly and they are due a refund. 

Sample reimbursement Plan: 

October 2000 $2,000.00 reimbursed 
November 2000 S2.000.00 reimbursed 
December 2000 $2,000.00 reimbursed 
Etc —until all monies returned 

Company Position: Centrix Resource Systems, LLC has a contractual 

arrangement with each Client limiting our Clients exposure due to the negligence of CRS. 
Management might want to consider the matter internal as far as our Cheats are 
concerned, acknowledge mistakes were made and we will have corrected withm a 
reasonable amount of time. 

Pro-Active Response: CRS will have attorney opinions written for each State we 
Contract in for Servicing. Our initial focus will bo on existing business, immediately 
following in the States we are under negotiations. 

Attorney Bob Wilson will be submitting a formal opinion outlining his professional 
opinions in this matter. 



To: ktemroer@rmi.net 
Subject: late charges 



lending disclosures. 

While dealers can now Include late fees in their contractu do^W^t^en^ any 

»mruin+ «f tha tee [f vou (fiscover an error wtth respect to late Tees, i recommwiv ui«* 7 
^y ^fSr lS KSdS. either In cash or by credit to an e**n 8 obligation. 

, recommend that you notify any de^rinvo^ ^f^^^^ffia^ 
The old code provision is found at S6-202 (3) and (4). The new code provision b roun 
201(2) and'(3). If you have any questions, please call. Bob. „, e „ c 

THIS^LTrttN^ 

PRODUCT PRM^NONE O^HICH ' ^^^o^TJeSe IMMEDIATELY 
TRANSMISSION AND THE ATTACHMENTS. 



CENTRIX 

RESOURCE SYSTEMS 

MOUNTAIN BELL CU 

Colorado late fees have been incorrectly charged, la the opinion of Attorney Bob 
Wilson, State law does not allow a late fee in the State of Colorado on a purchased Retail 
Installment Contract Late fees may be imposed if the consumer directly approaches the 
Credit Union and is given a direct loan. In our case these contracts are purchased m a 
sense, and do not qualify for me above-mentioned late fees. As of July I of this year, 
late fees are permitted in the amount of $15.00 after a ten-day delinquent period, if the 
late fee is disclosed in the Regulation Z box and in the body of the contract To my 
knowledge the dealers are not/have not put this information into the contracts. At this 
time we are not charging a late fee on any Colorado Business. 

Exposure: $12,828.55 Dollars since day one. Grand Total 

Action Plan: Create late fee report by Customer, any current, delmquent or 

defaulted account will be applied to the customers loan. Any account paid m foil will be 
generated a check. A letter will sent to each customer detailing mat an error m posting 
has occurred and that payments were applied incorrectly and they are due a credit on their 
account See attached letter 

Sample reimbursement Plan: Credit all accounts by September 30 th , as per 
recommendations by Attorney Bob Wilson's Opinion paper. 

Company Position: Centra Resource Systems, LLC has a contractual 

arrangement with each Client liniiting our Clients exposure due to me mcorrect 
interpretation of CRS. Management might want to consider the matter mternal asfaras 
our Clients are concerned, acknowledge mistakes were made and we will nave corrected 
within a reasonable amount of time. 

Pro-Active Response: CRS will have attorney opinions written for each State we 
Contract in for Servicing. Our initial focus will be on existing business, immediately 
following in the States we are under negotiations. 

Attorney Bob Wilson will be submitting a formal option outlining his professional 
opinions in this mator. See Attached / 

Valium*-* 
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CREDH UNION PROCEDURE 
FORCENTR1XPMP 

90 Day Provision 




I- PURPOSE 



including payments 




' actuarial basis. 




credit union, 

losses during the period when the vehicle 



exists in order to assist credit unions to^nitii 

aas been repossessed and sold and theG&P-efajm is Mhom-a^j m ^ . „ ~— 
^untd^^ ™H more ftan 60 days fe*. fee fi« 



proceeds of the sale and the in^nl. f^T ^ ^ re P ossessod and sold, the net 
dUgthedZ*^ 

during the next stoemeti period f ^ credit umon when payment is remitted 



2. 



RESPONSIBILITIES 

^g^^^^ves^p^^^^^ 
^^icies, ana advances payments 0Q dehnquent accounts. Specifically, this 

• Identifying accounts as delinquent fCRS's ^ „ • . „ 

function.) ^ ^ 1U> 8 systems automatically perform this 

CcrxWxPMPProcedwo: 90 Day Provision 



• Filing the insurance claim pursuant to Section ITP rt fA.- ♦ 

3- PROCEDURES 

matt,. TOm ^ a8n ^><^««*^peri<Klbut»tj ll d ( iV<he 

payment has been advanced by CcntriT ^A^totndicatethatthe 
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